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Procedure, American Institute of Accountants, 
13 East 41st Street, New York, N . Y . 
Copyright 1941 by American Ins t i tu te o f Accountants 
The Revised S.E.C. Rule 
on "Accountants' 
Certificates" 
THE REVISED rule of the Securities and Exchange Commission re-garding accountants' certificates known as rule 2-02 was issued 
on February 5, 1941, and is effective March 1, 1941. 
The rule in draft form was the subject of consideration and discus-
sions with the Commission for several months, and during this period 
there have been a number of meetings, considerable correspondence, 
and two formed hearings before the Commission. Since the release of 
February 5, 1941, letters have been exchanged between the commit-
tee and the Commission as follows: 
SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D . C . 
GENTLEMEN: 
This committee has given consideration to the Commission's release 
of February 5, 1941, covering the revised rule regarding accountants' 
certificates contained in amendment No. 3 to Regulation S-X. In view 
of the fact that the amendment becomes effective on March 1, 1941, 
and in conformity with the purpose of the American Institute of Ac-
countants to cooperate to the fullest possible extent with the Commis-
sion, this committee deems it desirable that a suggested new form of 
certificate for use in connection with financial statements filed with 
the Commission should be put forward promptly which will be ac-
ceptable to the Commission. 
The committee believes that the new requirements in the normal 
case can be met by the insertion of an additional sentence immediately 
following the present statement regarding the extent of the audit, 
and that the language of this sentence should follow as closely as pos-
sible that of the release. In substance, the statement of the auditors 
which we ask the Commission to approve would be: "In our opinion 
our examination was made in accordance with generally accepted 
auditing standards applicable in the circumstances and it included all 
procedures which we considered necessary." 
The amendment apparently contemplates that any such statement 
should be made as a statement of fact. However, the release clearly 
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recognizes what this committee has maintained in discussions with the 
Commission that there is no criterion or group of criteria by which 
conformity of audit procedures in given circumstances to a generally 
accepted standard or standards can be factually determined and any 
statement such as is contemplated cannot be more than an expression 
of belief for which the auditor has reasonable grounds. The committee 
submits that, in the interests of a frank and clear statement to the 
public and in justice to the profession and investors, this should be 
frankly recognized and that our position should be made known. 
The release contemplates that in considering whether procedures 
are in accord with generally accepted auditing standards regard shall 
be had, inter alia, to procedures prescribed by authoritative bodies 
such as the various accounting societies and governmental bodies hay-
ing jurisdiction—whose requirements may not be uniform—and also 
to procedures ordinarily applied by other accountants skilled in their 
profession—as to which the auditor can have an opinion or belief but 
no certain knowledge or means of knowledge. No auditor can be in a 
position to state as a fact that his audit has conformed to a standard 
which is undefined and indefinable as indicated by the Commission's 
own statement, though he may have a well founded belief that he has 
conformed to such a standard. For this reason, the committee submits 
that the statement to be made in the certificate in regard to conformity 
of the audit to generally accepted standards should be prefaced by the 
words "In our opinion" or the equivalent. 
The committee conceives that the liability of the profession under 
the act would in no way be restricted by the use of the words "In our 
opinion" but that if auditors express an opinion in respect of financial 
statements of a registrant without having made a reasonably adequate 
audit, liability attaches to them. The committee submits, however, 
that members of the profession should not be put in the position of 
being required to make as a statement of fact what is known to them 
to be, and shown by the Commission's release to be, no more than an 
expression of well founded belief. 
The committee respectfully requests (a) that it may be advised 
whether the substantive part of the proposed sentence is acceptable to 
the Commission; (b) that the Commission permit the inclusion in the 
sentence of the words "In our opinion" or the equivalent thereof. 
The complete certificate, amplified as herein proposed, would be as 
follows (new sentence underlined): 
We have examined the balance-sheet of the XYZ Company as of 
February 28, 1941, and the statements of income and surplus for the 
fiscal year then ended, have reviewed the system of internal control 
and the accounting procedures of the company and, without making 
a detailed audit of the transactions, have examined or tested ac-
counting records of the company and other supporting evidence, by 
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methods and to the extent we deemed appropriate. In our opinion, 
our examination was made in accordance with generally accepted 
auditing standards applicable in the circumstances and it included 
all procedures which we considered necessary. 
In our opinion, the accompanying balance-sheet and related 
statements of income and surplus present fairly the position of the 
XYZ Company at February 28, 1941, and the results of its operations 
for the fiscal year, in conformity with generally accepted accounting 
principles applied on a basis consistent with that of the preceding 
year. 
Respectfully submitted 
FOR THE COMMITTEE ON AUDITING PROCEDURE 
February 14, 1941. Samuel J. Broad, Chairman 
M R . SAMUEL J . BROAD, CHAIRMAN 
COMMITTEE ON AUDITING PROCEDURE 
AMERICAN INSTITUTE OF ACCOUNTANTS 
7 0 PINE STREET, N E W YORK 
D E A R SIR: 
The Commission has instructed me to reply to your letter of Feb-
ruary 14th as follows: 
Your letter discusses briefly the recently adopted rule 2-02 of Regu-
lation S-X and asks whether in a normal case the language "In our 
opinion, our examination was made in accordance with generally 
accepted auditing standards applicable in the circumstances and it 
included all procedures which we considered necessary," if added to 
the form of certificate presently recommended by the Institute, would 
meet the requirements of the new rule. You also inquire specifically 
whether under the new rule the use of the words "In our opinion" is 
permissible. 
As was pointed out in the release adopting the new rule 2-02, care-
ful consideration was given to the views of your committee, as set 
forth in several letters and by oral argument before the Commission, 
and to the comments and suggestions of other professional bodies and 
of a large number of accounting firms and individual accountants. 
Consideration was also given to the conditions disclosed by the Com-
mission's study of accountants' certificates and audit procedure in its 
investigations in the matter of McKesson & Robbins, Inc. and other 
auditing cases, and to those disclosed by registration statements and 
annual reports on file with the Commission. As a result, it was deemed 
necessary and appropriate to make a clear distinction in the new rule 
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between matters as to which the accountant was asked to express an 
opinion and matters as to which it was felt that the accountant should 
make a positive representation consistent with the implied representa-
tions he makes by holding himself out as a professional and expert ac-
countant or auditor. For this reason, sections (b) (i) (ii) of the rule re-
quire representations as to the scope of the audit, and section (c) of the 
rule, in contrast, requests the accountant's opinion as to the financial 
statements filed and as to the accounting principles and procedures 
followed by the registrant. 
The suggested modification of the form of accountant's certificate 
presently recommended by the American Institute of Accountants 
may be considered in the light of the foregoing discussion. So analyzed, 
the substance of the modification would in a normal case appear to be 
consistent with the recently adopted rule. However, the use of the 
words "In our opinion" appears to be inconsistent with section (b) (ii) 
of that rule. 
Very truly yours 
WILLIAM W . WERNTZ 
February 21, 1941. Chief Accountant 
The gist of the communications is that no difference of opinion 
arose on the substantive language appropriate to be added in the 
normal case. The committee emphasized the fact that the new lan-
guage must be based on opinion, and proposed that it should be pre-
ceded by the words "In our opinion." The Commission, without 
questioning the fact, emphasized by the committee, indicated that it 
regarded the new sentence as "a positive representation consistent with 
the implied representation he [the accountant] makes by holding him-
self out as a professional and expert accountant or auditor," and said 
that the proposed use of the words "In our opinion" appeared to be 
inconsistent with section (b) (ii) of the rule. The correspondence indi-
cates that a certificate would be acceptable to the Commission in the 
normal case if it takes the following form: 
We have examined the balance-sheet of the XYZ Company as of 
February 28, 1941, and the statements of income and surplus for the 
fiscal year then ended, have reviewed the system of internal control 
and the accounting procedures of the company and, without mak-
ing a detailed audit of the transactions, have examined or tested 
accounting records of the company and other supporting evidence, 
by methods and to the extent we deemed appropriate. Our exam-
ination was made in accordance with generally accepted auditing 
standards applicable in the circumstances and included all pro-
cedures which we considered necessary. 
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In our opinion, the accompanying balance-sheet and related 
statements of income and surplus present fairly the position of the 
XYZ Company at February 28, 1941, and the results of its operations 
for the fiscal year, in conformity with generally accepted accounting 
principles applied on a basis consistent with that of the preceding 
year. 
It will be noted that the suggested form is identical with that in-
cluded in the report, "Extensions of Auditing Procedure," except for 
the addition of the second sentence in the first paragraph. This second 
sentence adopts language substantially identical to that used in sub-
sections (b) (ii) and (b) (iii) of the rule. 
There are other changes in the rule which in special cases will have 
an effect upon the accountant's report. Under subsection (b) (i) "if 
with respect to significant items in the financial statements any audit-
ing procedures generally recognized as normal have been omitted, a 
specific designation of such procedures and of the reasons for their 
omission" is required. It is indicated in the release that such a state-
ment is part of the description of the scope of the examination and is 
not considered as an exception unless specifically so expressed. 
Under subsection (c) (ii), by reference to rule 3-07, the opinion of 
the accountant is required regarding "any significant retroactive ad-
justments of the accounts of prior years" and under (c) (iii) regarding 
"the nature of, and the opinion of the accountant as to, any significant 
differences between the accounting principles and practices reflected 
in the financial statements and those reflected in the accounts after the 
entry of adjustments for the period under review." These requirements 
are also new. 
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